
Xvm)  Principles of Reimbursement and CMSPUB.15-1 will be 

followed. 

b.Change in ownershipof depreciable assets. For purposesofthis 

plan, a change in ownership of assets occurs when unrelated 

parties: purchase thedepreciable assets of the facility; or purchase 

100percent of the stock of thefacility and within one year merge 

the purchasedfacility into an existing corporate structure or 

liquidate the purchasedcorporation and create a new corporation to 

operate as the provider. In compliance with Section 1902(a)(13)(c) 

of the Social SecurityAct, in a case in whicha change in 

ownership of a provider's or lessor's depreciable assets occurs, and 

if a bona fide sale is established,the valuation of capital assets for 

determining payment ratesfor intermediatecare facilities for the 

mentally retarded and developmentallydisabled for facilities not 

publicly owned and publicly operated shall be increased (as 

measured from thedate of acquisition by the seller to thedate of 

the changeof ownership),solely as a result ofa change of 

ownership,by the lesser of 

(1) One-half of the percentage increase (as measured over the 

same period oftime, or, if necessary, as extrapolated 

retrospectively by the Secretary of H.H.S.)in the current 

Dodge Construction Systems Costfor Nursing Homes, 

applied in the aggregate with respect tothose facilities 

which have undergonea change ofownership during the 

fiscal year,or 

(2) 	 One-half of the percentage increase (as measured over the 

same period oftime) in the currentconsumer price index 

for all urban consumers (UnitedStates city average). 
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the 

Example 1: 

Example 2: 

In any change inownership, the total valuation ofcapital assets 

allowed for determining payment rates shall not exceedthe lessor 

O f  

(1) The acquisition cost of the facility to the new owner; or 

(2) The fair market value of the facility at the time of purchase. 

This valuation shall be used tocalculate depreciation, interest on 

capital indebtedness,and, if applicable, return on equity. 

The allowableacquisitioncost of the facility to theseller in 1985 was 

$500,000. A new owner purchases thefacility in 1990 for $700,000. The 

increase in the Dodge Construction Index and theConsumer Price Index 

from thedate of acquisitionby the seller tothe date of change in 

ownership is25 % and 20%respectively. The new owner's allowable 

depreciable basisis $550,000. 

The allowable acquisition cost of the facility to seller in 1985 was 

$1,500,000. A new owner purchasesthe facility in 1990for $1,250,000. 

The new owner's allowable depreciable basis is$1,250,000. 

c. 	 Recapture of depreciationresultingfrom sale of assets. The sale of 

depreciable assets, or a substantialportion thereof, at a price in 

excess of the cost of the propertyas reduced by accumulated 

depreciation,resulting in, a gain onsale, and calculated in 

accordance with Medicare(Title XVIII) Principles of 

Reimbursement indicates the fact thatdepreciationused for the 

purpose of computing allowable costs wasgreater than the actual 

economic depreciation. The amount of the recaptureshall be 

determined as follows: 

(1) The gross recapture amount shall be the lesser of the actual 

gain on thesale or the Medicaid portionof accumulated 

depreciation after the effective date of January 1,1972. 
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The gross recapture amount shall be reduced by.877193 

percent for each monthin excess of forty-eight(48) months 

participation in the Medicaid program. Additional beds and 

other related depreciableassets put into service after July 1,  

1990 shall be subjectto the same thirteen and one-half(13 

112) year depreciationrecapture phase out schedule 

beginning at the time theadditional beds are put into 

service. The gross recapture amount relatedto the 

additionalbeds shall be reduced by .877193 percent for 

each month inexcess of forty-eight(48) months' 

participation in the Medicaid program subsequentto the 

date the additional beds were put intoservice, To 

determine the amount of gainassociated with additional 

beds, the portion of thesale price associated with all 

depreciable assets shall be allocated to the older and new 

portions of a facility asfollows: For each part of the 

facility,determine the proportion of bedsto the facility's 

total number ofbeds. Multiply theproportion of beds in 

that part of the facilityby the sale price. The result is the 

portion of the sales price allocable to thatpart of the 

facility. 

Example: 


Sales Price: $6,000,000 


Older Portion of Facility: 


Number of beds =60 


Newer portion of facility: 


Number of beds =120 
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paid 

Allocation to older portion: (60/180) x 6,000,000 =$2,000,000 

Allocation to new portion: (120/180) x 6,000,000 =$4,000,000 

Sale Price 

(2) 

(3) 

=$6,000,000 

The adjusted grossrecapture amounts as determined in (1) 

above shall be allocated for fiscal periods from January J , 

1972,through the date of sale. The adjusted gross 

recapture amountsshall be allocated to each fiscal period in 

the sameratio as depreciation amounts claimed for the 

respective portions of thefacility. Allowable costs shall be 

computed for each periodafter depreciation recapture. The 

recomputed allowable costsshall be used todetermine if 

there should be an adjustment to the paymentrate, and any 

resulting overpayment shallbe recovered. 

The net recapture amount, if any, so determined in (2) 

above shall be paidby the former owners, to the State. If 

the net recapture amount is not by the former owner, in 

total or in part, the amount not paid shall bededucted from 

the future paymentsby AHCA to the buyeruntil the net 

recapture has been received. AHCA shall grant terms of 

extended payment when the facts andcircumstances of the 

unrecovered recapture from theseller justifythe extension. 

d. Depreciationrecaptureresultingfromleasingthefacility or 

withdrawing fromMedicaid program. 

(1) In caseswherean owner-operatorwithdrawsfromthe 

Medicaid program as the provider, but does not sell the 

facility,the depreciationpaid by Medicaid to theowner 

during thesame time he was the Medicaidprovider shall be 

subject to thedepreciation recapture provisions of this plan 
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with 

when the owner sells the facility. This includes cases 

where an owner-providerleases a facility to another, 

unrelated, licensed operator after having operated the 

facility as the licensed Medicaidprovider. In addition, if an 

owner-operatorelects to withdraw from the Medicaid 

program and leasethe facility to an operator who continues 

to participate in the Medicaidprogram, the portion of the 

reimbursable rent paymentthat represents depreciation 

expenses shall besubject to the depreciation recapture 

provisions ofthis plan, Section III.G.3.q at the time the 

facility issold. On or after July 1,1984,all owner-providers 

that withdraw from the Medicaid programshall be required 

to sign a contract withthe department creating an equitable 

lien on the owner's capital assets. This lien shall be filed by 

the department withthe clerk of the circuitcourt in the 

judicial circuit within which the facility islocated. The 

contract shall specify thatthe method for computing 

depreciation recapture shall be in accordance the 

provisions of this plan, and the contract shall state that such 

recapture so determined shall be due to the agencyupon 

sale of the facility. In the event that a provider fails to sign 

and return thecontract to the department, the Proof of 

Financial Ability which is requiredfor the prospective 

operator of the facility to be licensedshall not beapproved. 

For lessees entering the Medicaid programafter July 1,1984 

and for existing Medicaid providers who are granted an 

upward adjustmentto their allowable lease costs after July 

1,1984,the portion of the Medicaid reimbursement rent 
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Example 1: 

Example 2: 

payment that representsdepreciation expense shall be 


subject to the depreciationrecapture provisions of the plan 


at thetime the facility issold. 


The recapture amount owed
by the owner shall be 

computed using the amountof depreciation claimed by the 

owner and allowedby Medicaid during the months that he 

was the Medicaid provider or a lessor to a Medicaid 

provider, or both. 

4. 	 Limitationson interest. For reimbursement purposes, the amount of 

interest allowed to a new provider in achange of ownership is limited by 

the allowed basis for depreciation. If the new owner's equity in the facility 

is less than the allowed basisfor depreciation,the owner shall be allowed 

interest expense on the differencebetween the allowedbasis and the 

equity. If the new owner's equity in the facility is more than the allowed 

basis for depreciation,no interest shall be allowed. 

The original owner's acquisition cost is $1,000,000. 

A new owner purchases the facility in1985 for $2,000,000,putting 

$500,000 down and financing$1,500,000 at 15 percent. The new owner's 

allowabledepreciationbasis is $1,000,000, and he can be reimbursed 

interest on $500,000 at 15 percent, that is, $1 ,000,000 - $500,000 = 

$500,000 at current rate of 15 percent. 

The original owner's acquisition cost is$1,000,000. 

A new owner purchases the facility in1985 for $2,000,000,putting 

$1,250,000down and financing$750,000at 15percent. The new owner's 

allowable depreciation basis is$1,OOO,O00 which is lessthan the equity, so 

he receives no interest reimbursement. 

5. 	 Limitationson return on equity ROE. Return on equity is also limited by 

the new owner's allowedacquisitioncost. The new owner can receive a 
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Example 1: 

Example 2: 

return on equity based upon his actualequity, up to the allowed acquisition 


cost. 


The original owner's acquisitioncost is $1,000,000. 


A new owner purchases the facilityin 1985 for $2,000,000,putting down 


$750,000. The new owner's allowabledepreciationbasis is $1,000,000, 


and he can receive ROE reimbursementon the $750,000. 


The original owner's acquisitioncost is $1,OOO,OOO. 


A new owner purchases the facility in1985 for $2,000,000,putting down 


$1,250,OOO . His equity amount for reimbursement purposes shall be 


limited to $l,OOO,OOO. 


6 .  	 Property-relatedcostsallowed for reimbursement purposes shall belimited 

by the followingprovisions. 

a. 	 Costs that are capitalized as per CMS PUB.15-1 provisions other 

than land, buildings, constructionloan costs, and equipment shall 

not exceed what a prudent andcost-consciousbuyer would pay for 

the given service or item. If such costs are determined by AHCA, 

utilizing the Title XVIII Principles ofReimbursement, CMS 

PUB.15-1 ,and this Plan to exceedthe level that aprudent buyer 

would incur, then theexcess costs shall not be reimbursed under 

the plan. Examples of suchcosts include but are not limited to 

legal fees, developers' fees, underwriters' fees, bond discount, loan 

points, trustee fees, interest cost on debt reserve requirements, and 

costs of feasibilitystudies. 

b. 	 Allallowablecapitalized costs includedin (a) above plus all 

interest costs incurred as a result offinancing the land, building, 

and equipment, including buildingequipment, major movable 

equipment,and minor equipment as described in CMS PUB.15-1 , 

shall be limited intotal to the amount of interestcost that would be 
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incurred if the land, building, and equipment had been financed 

through a "conventional financing"debt instrument over a 25-year 

period, with a 10 percent cash down payment, at an interest rate 

equal to the lesser of 15 percent or the prime rate plus 2 percent. In 

cases where theprovider obtained greater than 90 percent 

financing,the differencebetween the actual down payment anda 10 

percent cash down payment in thisfinancing limit method shall be 

included withthe balance sheetaverage equity for the period for 

purposes of computingan incremental change inreturn on equity 

or use allowance that would have occurred hada full 10 percent 

down payment actually been made. Ifthe total ROE payment 

would increase from zero paymentto a positive dollar amount, 

then the financingcost limitationon interest expense shall increase 

by that positive dollar amount. If the total ROE payment would 

increase froma positive payment to a greater amount, then the 

financing costlimitation on interest expense shall increaseby the 

differencebetween the twoamounts. For purposes ofthis 

provision, the "conventionalfinancing"amortization schedule used 

shall provide for equal installments,that is, payments,with 

amortizationof the principal beginning in the firstyear, that is, a 

25-year payoffschedule. The prime rate used shall be the prime 

rate as stated by the Chase Manhattan Bank inNew York as of 

the date the provider received a loan commitment from the lending 

institution;or the date AHCA receivedthe provider's acceptable 

budgeted cost proposal if no commitmentdate can be documented. 

Providers withvariable rate debt instrumentsthat are initially 

approved within these cost limitations shall be grantedcost 

increases due to an increase intheir interest rate, but not to exceed 
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that cost which would be incurred atan interest rate of15 percent 

per annum. 

c. 	 Additional costs due to refinancing shall notbeallowed if 

refinancing was not necessary inorder to meet the final payments 

of the former debt instrument,that is, in cases where balloon 

payments are due, orto finance theaddition of new beds. 

d. 	 AHCAshallmake exceptions to thefinancing limitations set forth 

in (a) and (b) above when, in consultation with the Office of 

DevelopmentalServices, it is in the best interest the State. 

Exceptions to the financing limitations shall be considered when it 

has been demonstrated through theCertificate of Need or Request 

for Proposal processthat financing within the limitations of this 

plan is not available. 

Should that decision be made, the DCF Office of Developmental 

Services shall issue a new Request for Proposal allowing other 

financingoptions. DCF shall reject any or all proposals which are 

made in responseto a new Request for Proposal if the department 

determines that the rejection is inthe best interest of the State. 

7.  	 After June 30,1984, additional costs incurred after enrollment in the 

program thatare due to capital additions or expansion must have prior 

approval by the DCF Office of DevelopmentalServices if such costs 

exceed 1 percent of the provider's currenttotal reimbursement rate, with 

the exception of theaddition of new beds which are approved through the 

state's Certificateof Needprocess. Costs for specific expansion or 

additions that exceed the1percent limit shall not bereimbursableif not 

previously approved. Further, financingcosts for approved expansions or 

additions shall be limitedby the prudentbuyer limits established in 

Section III.G.4. above. 
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8. 	 Depreciable basisas a resultof capital improvements. If capital 

improvementsare made to a facility after July 18,1984,the actual cost of 

the improvementsshall be added to the owner'sbasis, allowing the owner 

reimbursementof interest, return on equity, or both as specified inSection 

IIl of this plan. 

9. 	 Retirement andreplacement of outdated equipment. Upon a change of 

ownership of a facility, the new provider must maintain the original 

owner's records ofcapital assets. If the new ownersubsequentlyretires 

outdated equipment,the original owner's cost minus anydepreciation shall 

be an allowable write-off. Replacement equipment costs shall be allowed 

according to capital improvement rulesas specified above. 

H. 	 Return on equity 

A reasonable return on equity capital (ROE) invested and usedin providing 

resident care shall be definedfor purposes of thisplan as an allowable cost. This 

return on equity shall use the principles stated inChapter 12, CMS PUB.15-1, 

except that the rate of returnshall be equalto the average of the rates ofinterest 

on special issues of publicdebt obligations issued to the Federal Hospital 

Insurance Trust Fund for each of the monthsduring the provider's reporting period 

or portion thereof coveredunder the Medicaid program. ROEshall be limited to 

those providers who are organized and operated with theexpectation of earning a 

profit for the owners, as distinguishedfrom providers organized and operatedon a 

non-profit basis. 

I. 	 Use Allowance 

A use allowance on equity capital invested and used inproviding resident care 

shall be defined for purposes of the plan as an allowable cost. The use allowance 

shall be allowed only for non-profit providers, except for those facilities which are 
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